REPORT OF THE AUDITOR^GENERAL TO THE LIMPOPO PROVINCIAL LEGISLATURE 
AND THE COUNCIL ON MOOKGOPHONG LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

L I have audited the financial statements of the Mookgophong Local Municipality set out on 
pages xx to xx which comprise the statement of financial position as at 30 June 201 3, the 
statement of financial performance, statement of changes in net assets and the cash fEow 
statement for the year then ended, and the notes, comprising a summary of significant 
accounting policies and other explanatory information 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice {SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the 
Division of Revenue Act,2012(Act No. 5 of 2012) (DoRA), and for such internal control as 
the accounting officer determines is necessary to enable the preparation of financial 
statements that are free from materia! misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my 
audit I conducted my audit in accordance with the Public Audit Act of South Africa, 2004 
(Act No. 25 of 2004) (PAA), the General Notice issued in terms thereof and International 
Standards on Auditing. Those standards require that I comply with ethical requirements 
and plan and perform the audit to obtain reasonabfe assurance about whether the 
financial statements are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements! The procedures selected depend on the auditor's 
judgement, incEuding the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity’s internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified audit opinion. 



Basis for qualified opinion 

Property, plant and equipment 

6. The municipality did not review the residual values and useful lives of its assets (excluding 
motor vehicles) at each reporting dale in accordance v/ith SA Standards of GRAP 17, 
Property , plant and equipment. \ was unable to determine the correct net carrying amount 
of these assets by alternative means as it was impracticable to do so. Consequently I was 
unable to determine whether any adjustment to the net carrying values of the assets 
stated at R225 573 733 in the financial statements was necessary. 

7. The municipality did not assess whether there is any indications of impairment with 
regard to infrastructure assets disclosed at a carrying amount of R153 249 042 (2012: 
R14a B97 659) at the reporting date as required by the SA Standards of GRAP 26, 
impairment of cash-generating assets. I have not determined the correct net carrying 
amount of property, plant and equipment as it was impracticable to do so. Consequently, I 
was unable to determine whether any adjustments to infrastructure assets slated in note 7 
to the financial statements v/ere necessary. 

B. Section 84{1)[f) of the Municipal Structures Act slates that the district municipality has the 
poVi/ers and function with regards to municipal roads which form an integral part of a road 
transport system for the area of the district municipality as a whole. I v/as unable to obtain 
sufficient appropriate audit evidence that management has properly accounted for all 
roads as the municipality did not have systems and procedures in place to assess the 
rights and ownership thereof. I was unable to confirm the roads infrastructure by 
alternative means. Consequently, I was unabte to determine whether any adjustment to 
roads infrastructure stated at R13 714 490 in the financial statements was necessary. 

9. The municipality did not record all its immovable assets as I was unable to trace some 
assets to the underlying records. I was unable to confirm whether ail the immovable 
assets were recorded by alternative means .Consequently, I was unable to determine 
whether any adjustments to immovable assets stated in note 3 to the financial statements 
at R225 573 733, were necessary. 

10. I v/as unable to physically verify certain movable assets included in the accounting 
records of the municipality. The entit/s records did not permit the application of 
alternative means. Consequently I was unable to determine whether any adjustments to 
movable assets stated at R225 573 733 (2012: R224 604 257) in the financial statements 
were necessary. 

11. SA Standards of GRAP 100, Non-current Assets Held for Sale reqmes that assets must 
be classified as held for sale when it is highly probable that the assets will be sold. A 
resolution was taken by council to dispose a substantial number of identifiable movable 
assets. These assets were not disclosed at lower of its carrying amount and fair value less 
cost to sell and classified as current assets under the statement of financial position. 
Subsequently after year end all assets were sold on auction. Consequently, I could not 
determine the impact of these assets on the carrying amount of property, plant and 
equipment R225 573 733 (2012 :R224 804 257) and other account balances. 

12. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for accounts receivable. As described in note 42 to the financial 
statements, the restatement was made in order to rectify a prior year misstatement. I was 
unable to confirm the restatement by alternative means. Consequently I v/as unable to 
determine v/helher any adjustment to the property plant and equipment corresponding 



figure slated at R21 034 760 in the financial statements, v/as necessary. 

Trade and receivables 

13. \ was unable to determine whether the municipafity used objective evidence as required 
by the SA Standards of GRAP 104, Financial Instruments Recognition and Measurement, 
to calcuiate the debtors impairment incfuded in the provision for debt impairment 
amounting R17 540 936 {2012: R 14 586 099) disclosed in note 2 to the financial 
statements. The municipaiity’s records did not permit the application of alternative audit 
procedures. Consequently I v/as unable to determine whether any adjustments were 
necessary to consumer debtors of R30 738 682(2011: R22 807 090) as disclosed in the 
financial statements. 

14. The accounts receivabie balance of R 23 474 543, as disclosed in note 2 to the financial 
statements, does not agree to the balance of R22 459 308 as per the ageing analysis. 

The entity did not reconcile the difference of R1 265 968 between the financial statements 
and the underlying records. Consequentiy, the accounts receivable balance is overstated 
by R 1 265 938. 1 could not determine the effect on the other account baiances or classes 
of transactions contained in the financial statements. 

Revenue 

15. The revenue balance of R 64 01 1 764, as disclosed in the statement of financial 
performance, does not agree to the balance of R62 014 938 as per the billing report. The 
entity did not reconciie the difference of R1 996 825 between the financial statements and 
the underlying records. Consequently, the accounts receivable balance Is overstated by 
R1 996 825. 1 could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

16. I identified that the municipality incorrectly recorded interest on overdue accounts 
amounting to R1 050 297 to the services charges account. As a consequence revenue 
from services charges is overstated by the same amount and interest is understated by 
the equal amount. 

inventory 

17. Appropriate audit evidence could not be provided to satisfy myself as to the valuation of 
adjustments included in inventory amounting to R 1 014 901.There were no satisfactory 
alternative procedures that I could perform to obtain reasonable assurance that 
adjustments of R 1 014 901 was correctly valued. Consequently, I could not obtain 
sufficient appropriate audit evidence to satisfy myself as to the valuation of inventory 
amounting to R1 014 901 (2012: R1 420 948) as disclosed in note 4 of the annua! 
financial statements. 

Contingent liability 

18. The municipality has not disclosed a contingent liability in respect of the uncertainties 
arising from the dispute declared by the unions and the pending litigation regarding the 
wage curve agreement. I was unable to confirm the contingent inability by alternative 
means. Consequentiy, I am unable to determine whether any adjustments to contingent 
liability stated at R140 006 in the financial statements was necessary. 

Distribution fosses 

19. Section 125(2)(d)(i) of the IVIFMA requires that the notes to the annual financial 
statements of a municipality must disclose the particulars of any material losses The 
municipality did not conduct an evaluation of material losses relating to water and 



electricity for the year under review and no disclosure was made in the financial 
statements in accordance with the requirements of the MFMA. 

U n au th o rmed expend itu re 

20. The municipality did not include full particulars of unauthorised expenditure in the notes to 
the Hnanciai statements as required by section 125(2)(d) of the MFMA. The municipality 
did not adhere to the conditions attached to conditional grants and as a result incurred 
unauthorised expenditure amounting to R9 260 770. Consequently, unauthorised 
expenditure as disclosed in note 44 to the financial statements is understated by the same 
amount 

Qualified opinion 

21 . In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Mookgophong Local Municipality as at 30 June 2013, its financial 
performance and its cash tlovrs for the year then ended in accordance with the SA 
Standards of GRAP and the requirements of MFMA and the DoRA. 

Emphasis of matter 

I draw attention to the matters below .My opinion is not modified in respect of these matters. 

Significant uncertainties 

22. With reference to note 48.1 to the financial statements, the municipality is currently 
involved in litigation with service providers, employees and third parties. The ultimate 
outcome of these matters could not be presently determined, and no provision of any 
liability that may result has been made in the financial statement. 

Restatement of corresponding figures 

23. As disclosed in note 42 to the financial statements, the corresponding figures for 30 June 
2012 have been restated as a result of errors discovered during 2013 in the financial 
statements of the municipality at, and for the year ended, 30 June 2012. 

Fruitless and wasteful expenditure 

24. As disclosed in note 44.2 to the financial statements, the municipality incurred fruitless 
and wasteful expenditure totalling R215 22S as a result of payment to employees and 
interest incurred on late payments. 

Irregular expenditure 

25. The municipality incurred irregular expenditure amounting to R3 169 225 due to 
contravention of Supply Chain Management Regulations and the MFMA. 

ADDITIONAL MATTER PARAGRAPHS 

I drav/ attention to the matter below. My opinion is not modified in respect of this matter* 

26. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. ! have not audited this 
schedule and, accordingly, I do not express an opinion thereon 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 



27. In accordance with the PM and the Genera! issued in terms thereof, I report the 
fottov^ing findings relevant to performance against predetermined objectives, compliance 
vjilh taws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

28. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages xx to xx of the annual 
report. 

29. The reported performance against predetermined objectives vms evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury annual reporting principles and v/h ether the reported performance is consistent 
with the planned development objectives. The usefulness of information further relates to 
whether indicators and targets are measurable {i.e. v^ell defined, verifiable, specific, 
measurable and time bound) and relevant as required by the National Treasury 
Framework for managing programme performance mforma/fonfNational Treasury FMPPf) 

30. The reliability of the information in respect of the selected development objectives is 
assessed to determine whether it adequately reflects the facts (i.e. whether it is valid, 
accurate and complete). 

31 . The material findings are as follov/s: 

Usefulness of infomiatlon 

Presentation 

Measures taken to improve performance not supported by sufficient appropriate 

evidence 

32. Section 46 of the Hunlcipat Systems Act, 2000 (Act No. 32 of 2000) (MSA) requires 
disclosure in the annual performance report of measures taken to improve performance 
where planned targets were not achieved. Adequate and reliable corroborating evidence 
could not be provided for 24% measures taken to improve performance as disclosed in 
the annual performance report. The municipality's records did not permit the application of 
alternative audit procedures. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the refiability of the measures taken to improve 
performance. 

Cor^sistency 

Reported indicators and targets not consistent with planned indicators and targets 

33. Section 41(c) of the MSA requires that the integrated development plan should form the 
basis for the annual report, therefore requiring consistency of objectives, indicators and 
targets between planning and reporting documents. A total of 27% of the reported 
indicators and 69% of the reported targets are not consistent v.^ith the Indicators and 
targets as per the approved integrated development plan. This was due to the fact that 
there are no control systems in place to review the annual performance report for 
consistency and quality. 

Measurability 

Performance targets not measureable 

34. The National Treasury F/WPP/ requires that performance targets be measurable. The 



required performance could not be measured for a total of 50% of the targets. 

Performance indicators were not well defined 

35. The National Treasury FMPPI requires that indicators should have clear unambiguous 
data definitions so that data is collected consistently and is easy to understand and use. 

A totai of 24% of the indicators were not welt defined in that clear, unambiguous data 
definitions were not available to aliow for data to be collected consistently. This was due 
to a lack of proper review when Indicators and targets were decided on and formulated for 
inclusion in the IDP. 

Reliability of information 

Reported performance not reliable 

36 . The N atio nal T reas u ry FMPPI req ui res th at i nsti tuti ons s h ould h a ve ap p rop riate system s 
to collect, collate, verify and store performance information to ensure valid, accurate and 
complete reporting of actual achievements against planned objectives, indicators and 
targets. 

Significantly important targets with respect to selected development objectives for social 
and community services and technical services were not reliable when compared to the 
source information and evidence provided. 

This was due to the lack of standard operating procedures for the accurate recording of 
actual achievements and frequent review of validity of reported achievements against 
source documentation. 

Compliance with laws and regulations 

Budget 

37. Expenditure was incurred in excess of the limits of the amounts provided for in the votes 
of the approved budget, in contravention of section 15 of the f/FMA 

Annual financial statements, performance and annual reports 

33. The financial statements submitted for auditing were not prepared in ail material respects 
in accordance v^ith the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors in the submitted financial statements were not adequately 
corrected and supporting records could not be provided subsequently, which resulted in 
the financial statements receiving a qualified audit opinion 

Internal Audit 

39. The internal audit did not audit the results of performance measurements, as required by 
section 45{1)(a) of the MSA and Municipal planning and performance management 
regulation 14(1)(a). 

Expenditure management 

40. Reasonable steps v/ere not taken to prevent imegular expenditure, fruitless and v/asteful 
expenditure and unauthorised expenditure as required by section 62(1 )(d) of Ihe MFMA. 

41 . Money ov/ing by the municipality v;as not always paid within 30 days or an agreed period, 
as required by section 65(2)(e) of the MFMA. 

Procurement and contract management 

42. Sufficient appropriate audit evidence could not be obtained that contracts were only 



extended or modified after tabling the reasons for the proposed amendment in the council 
of the municipality, as required by section 116(3) of the MFMA. 

43. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R500 000 were procured by means of inviting competitive bids as 
required by SCM regulation 19(a). 

44. Sufficient appropriate audit evidence could not be obtained that all contracts were 
awarded in accordance v;ith the legislative requirements and a procurement process 
which is fair, equitable, transparent and competitive, as sufilcient appropriate audit 
evidence could not be provided. 

45. The contract performance and monitoring measures and methods v/ere insufficient to 
ensure effective contract management, as required by section 116(2)(c) of the MFMA. 

46. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

Revenue management 

47. The accounting officer did not take effective and appropriate steps to timely collect all 
money due to the municipality as per the requirements of section 97(b) of the MFMA 

Asset management 

48. An adequate management, accounting and information system which accounts for assets 
was not in place, as required by section 63(2){a) of the MFMA. 

Internal control 

49. I considered internal control relevant to my audit of the financial statements, report on 
predetermined objectives and compliance v;ith laws and regulations. The matters reported 
below under the fundamentals of internal control are limited to the significant deficiencies 
that resulted in the basis for qualified opinion, the findings on the report on predetermined 
objective performance report and the findings on compliance with laws and reguiations 
included in this report. 

Leadership 

• The municipality did not exercise oversight responsibility regarding financial and 
performance reporting and compliance and related internal controls 

• The accounting officer developed an action plan to address interna! control deficiencies 
however the pfan was not adequately monitored as some of the prior year audit report 
matters v;ere not implemented. 

« The accounting officer did not implement effective HR management to ensure that adequate 
and sufficiently skilled resources are in place and that performance is monitored, key 
position in the technical and finance section were left vacant. 

Fmanclal and performance management 

• Controls over daily and monthly processing and reconciling of transactions v;ere not 
implemented 

o Regular, accurate and complete financial and performance reports that are supported and 
evidenced by reliable information v;ere not prepared. 



0 There was inadequate review and monitoring of compliance v;ilh applicable laws and 
regulations. 

Governance 

* Those charged with governance did not ensure that management adequately imptemented 
the recommendations of the prior year internal and externa! audit reports to adequately 
address the interna! conh'o! deficiencies and recommends corrective action effectively 




Polokv^ane 
30 November 2013 
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